‘ Routledge 


Taylor & Francis Group 


Review of International Political Economy 14:2 May 2007: 333-356 


Confronting change: Labor, state, 
and privatization 


Agnieszka Paczynska 
George Mason University, Arlington, VA, USA 


ABSTRACT 


This article examines how organized labor has responded to and sought to 
influence privatization of the public sector. In order to explain the variation 
in labor organizations’ influence on the process of privatization design and 
implementation it examines the interaction between reforming governments 
and organized labor in Poland, Egypt, Mexico and the Czech Republic. The 
article argues that we can more fully account for organized labor’s influence 
on economic restructuring policies by considering the historical legacies of 
state—labor interaction. Those interactions affect the resources available to 
labor, such as legal prerogatives, financial autonomy and experience. These 
resources in turn affect the relative power between organized labor and the 
reforming government and thus influence the ability of organized labor to 
shape privatization policies. 
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INTRODUCTION 


In the 1980s, sharp increases in foreign debt and severe macroeconomic 
instability combined to produce urgent economic crises throughout the 
developing world. In response to the crisis and under pressure from In- 
ternational Financial Institutions countries across Latin America, Africa, 
the Middle East and Eastern and Central Europe began implementing 
economic restructuring programs. Groups that had benefited from previ- 
ous arrangements were often deeply concerned about the impact of these 
changes and sought to influence reform policies.! 

In this article I examine how organized labor has attempted to influ- 
ence privatization policies. We can expect unions to pay particularly close 
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attention to privatization plans since such measures have an immediate 
and direct impact on workers within the public sector. Although other re- 
forms associated with structural adjustment will affect workers’ standards 
of living and job prospects, the effects of measures such as trade liber- 
alization are likely to be more diffuse and not as readily apparent. They 
are therefore less likely to trigger labor mobilization. Privatization which 
threatens job security as well as benefits and wage levels is immediately 
felt by workers and hence more likely to elicit labor response. 

Despite organized labor’s anticipated interest in privatization its ability 
to influence public sector reform design and implementation has varied. 
In some cases, organized labor was able to significantly shape both stages 
of the reform agenda. In others, it was not. In this paper I build on the 
insights of recent studies about labor response to globalization and eco- 
nomic restructuring and argue that we can more fully explain this variation 
by looking at the resources available to organized labor at the time when 
structural adjustment programs begin. Those resources, and especially le- 
gal prerogatives, experience of successfully confronting the state as well 
as financial autonomy will differ depending on the relationship between 
state and labor in the pre-reform period. I will explore these dynamics 
in Poland, Egypt, Mexico, and the Czech Republic, and focus on the first 
decade of public sector restructuring. In Poland and Egypt organized labor 
was able to influence privatization policies, while in Mexico and the Czech 
Republic it was not. 


CASE SELECTION 


Although important differences existed between these four states, they also 
shared a number of characteristics. Prior to reforms, all were authoritarian 
states where the ruling parties explicitly appealed to workers for political 
support and promised revolutionary socio-economic restructuring of the 
society. The ruling parties sought to construct corporatist labor organiza- 
tions with the dual goal of politically mobilizing and controlling labor. In 
return for its political quiescence workers received various benefits that 
resulted, at least for a time, in improved standards of living. 

All pursued import-substitution policies, relying heavily on the public 
sector as the driving force behind economic development and a means 
of achieving other socio-political goals. Finally, all experienced economic 
crises and adopted structural adjustment programs. Mexico began eco- 
nomic restructuring in the mid-1980s while the other three initiated re- 
forms in the 1990s. Although Egypt and Mexico undertook economic re- 
structuring without transforming their political systems, Poland and the 
Czech Republic embarked simultaneously on market reforms and democ- 
ratization. Thus, I am able to explore the persistence of the dynamics of 
state-labor relations across dramatic breaks with the past. 
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While acknowledging important cultural, historical and political differ- 
ences between these countries, I also argue that the conflicts over the form 
of the new economic order in East and Central Europe, Latin America, the 
Middle East and elsewhere stemmed from similar sources and were a re- 
sponse to similar pressures emanating from the global economy. Different 
terminology is often used in analyses of East and Central European and 
developing countries’ experiences. ‘Economic transition’ and ‘economic 
liberalization’, are generally used when discussing the former and ‘struc- 
tural adjustment’ when analyzing the latter. However, all three terms refer 
to essentially the same set of policies. By focusing on these commonali- 
ties comparing across regions we can gain a better understanding of the 
complex dynamics of social response to economic restructuring. 


THEORETICAL APPROACHES 


Much of the recent literature on economic globalization argues that the 
power of labor is eroding. According to some studies, pressure to integrate 
into the global economy, growing mobility of capital, changes in production 
structure, and structural adjustment programs have begun to fundamen- 
tally alter the relationship between capital and labor to the disadvantage of 
the latter. Among the most telling signs of labor weakness in this view are 
the dwindling union membership rolls, the decline in the number of labor 
disputes and strikes, the move away from manufacturing and the growth 
of the service sector, and the shrinking of enterprise size (Castells, 1997; 
Haworth and Hughes, 2000; Piazza, 2002; Shalev, 1992; Zolberg, 1995).The 
picture that emerges from comparative studies of political economy of re- 
form suggests, however, that how social groups, including organized labor 
react to changes associated with economic globalization is more complex. 
These analyses note that how international pressures are translated into 
domestic economies is mediated by the domestic institutional structure 
and the political struggles within a given state (Candland and Sil, 2001; 
Friedan and Rogowski, 1996; Milner, 1997; Rudra, 2002). 

One of the most important explanatory variables of interest group in- 
fluence on policy-making in comparative studies has been regime type. 
Some argue that democratic governments are more likely to yield to po- 
litical pressures from special interest groups and more hesitant to push 
through policies that may facilitate long-term economic growth, but un- 
dermine short-term electoral support. Authoritarian regimes on the other 
hand are more capable of designing and implementing policies thanks to 
their greater insulation from popular pressures. In other words, the abil- 
ity of interest groups to influence policy-making is directly related to the 
regime type: in democracies interest groups will have a greater capacity 
to shape reform policies, whereas in authoritarian systems such influence 
is less likely to occur (Huntington, 1968; O’Donnell, 1973; Huntington and 
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Table 1 Regime type and labor influence 


Labor influence Authoritarian Democratic 
No Mexico! Czech Republic 
Yes Egypt Poland 


Because this study looks at the Mexican reform experience 
prior to the 2000 elections that ended seventy years of Institu- 
tional Revolutionary Party’s rule, Mexico is referred to as an 
authoritarian state. 


Nelson, 1976; Olson, 1982; Malloy, 1987). Others note that democracies are 
as capable as authoritarian states of implementing policies without suc- 
cumbing to interest group pressures (Biglaiser and Danis, 2002; Geddes, 
1994; Maravall, 1994; Remmer, 1990).The cases analyzed in this study, how- 
ever, suggest that regime type provides at best an incomplete explanation 
(Table 1). 

Another explanation is regime age. Some argue that consolidated democ- 
racies and authoritarian states have the ability to repress social demands 
and hence may have advantages in initiating economic reform programs. 
Newly established democracies, on the other hand, face particular chal- 
lenges since they must simultaneously attempt to consolidate the new po- 
litical system and initiate economic restructuring (Kaufman and Stallings, 
1989; Nelson, 1994). Alternatively, others predict that newly established 
representative governments are likely to benefit from a honeymoon pe- 
riod, when large reservoirs of popular trust, support and willingness on the 
part of the public to incur even substantial hardships means that few social 
groups will attempt to block the reforms being implemented (Balcerowicz, 
1995; Greskovits, 1998; Haggard and Kaufman, 1992; Przeworski, 1991). 

These explanations of interest group influence, however, do not fully ac- 
count for the patterns observed in the four cases examined here. Although 
political regime type shaped the strategies organized labor employed to 
press their claims, its ability to make its voice heard was influenced by 
variables other than regime type. Although none of the four qualified as 
consolidated democracies when reforms were initiated, the other antici- 
pated variation between regimes does not hold. In one old authoritarian 
regime (Mexico) organized labor found it extremely difficult to have much 
input into policy-making, while in the other (Egypt) it had substantial 
influence. Similarly, in one new democracy trade unions were unable to 
influence privatization program (the Czech Republic) while in the other 
(Poland) their input was significant. 

Other studies suggest that it is the internal characteristics of a state rather 
than political regime type which accounts for the differences in the ability 
of governments to push through reforms without interest group influence. 
In this view state cohesion and state autonomy are crucial variables af- 
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fecting restructuring processes and the role that social actors come to play 
(Evans, 1995; Haggard, 1990; Haggard and Kaufman, 1995). Also signifi- 
cant in shaping economic reforms is the existence of change teams, working 
in insulation from popular pressures and with the bureaucratic capacity 
to push through restructuring measures. Many observers see such change 
teams as indispensable to reform promotion since they are composed of 
people who possess technical knowledge and are not beholden to or depen- 
dent on old political patronage networks (Balcerowicz, 1994; Sachs, 1994; 
Waterbury, 1992). Moments of political transition when new political elites 
come to power may thus be a particularly auspicious moment for pushing 
through reforms without interest group interference. Change teams may 
indeed facilitate state autonomy from interest group pressures in some 
instances. However, the cases I examine suggest that such teams do not 
ensure that interest groups are locked out of policy-making processes (see 
also Hellman, 1998; Orenstein, 2001). 

Studies that account for the varying patterns of labor influence in terms of 
labor organization also do not fully explain the variation observed in these 
four cases. Some anticipate that where a single union confederation dom- 
inates, union influence will be more pronounced whereas in cases where 
labor organization is fragmented and workers are represented by anumber 
of unions, unions will be less able to influence policies. Alternatively, oth- 
ers expect the opposite variation, arguing that where labor organization is 
fragmented union competition is likely to lead to increasing radicalization 
of unions as they strive to either retain or recruit members (Alvarez et al., 
1991; Cameron, 1984; Golden, 1993; Lange, 1984; Murillo, 2001; Schmitter, 
1974) (Table 2). 

A number of recent studies explore other factors shaping organized la- 
bor’s ability to make their voice heard during periods of economic restruc- 
turing. Some analysts, especially those examining East and Central Eu- 
ropean unions, have argued that the transition to democracy and market 
economy has undermined labor’s ability to respond effectively to the new 
challenges (Crowley and Ost, 2001; Crowley 2004; Kubicek, 1999, 2004). 
Other studies, however, suggest that labor has often retained the abil- 
ity to affect policy. Murillo argues that the ability of organized labor to 
shape policy reform varies both across countries and across sectors within 
countries depending on ‘incentives created by partisan loyalties, partisan 


Table 2 Union organization structure and policy influence 


Union structure Labor influence Lack of labor influence 
Fragmented Poland Mexico 
Monopoly Egypt the Czech Republic 
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competition and union competition’ (Murillo, 2000: 137, 2001). Similarly, 
Levitsky and Way argue that ‘the strength of the government party, level of 
union competition, organizational overlap and autonomy of union lead- 
ers from party-controlled resources and the rank and file’ accounts for 
government-labor cooperation (Levitsky and Way, 1998). Burgess sees the 
explanation for the variation in union influence on policy in the ability of 
affiliated party leaders to punish disloyal unionists and the degree to which 
there is a strategic contradiction between loyalty to the party and loyalty to 
workers among union leaders and locates the source of variation in union 
responses in the costs imposed on them by political leadership. Depending 
on the distribution of these costs, union leaders may choose exit, voice or 
loyalty strategies (Burgess, 2004). Alexander, on the other hand, points to 
workplace institutions at the crucial explanatory variable of effective labor 
mobilization when confronted by privatization (Alexander, 2002). 

This study builds on the insights of these recent works on organized 
labor responses to privatization and incorporates historical legacies more 
centrally into the analysis. I argue that to more fully account for the patterns 
of labor influence during the first years of reforms we should explore the 
resources that labor groups can draw upon as restructuring programs are 
commenced. These resources vary depending on the interaction between 
states and labor organizations in the period prior to the restructuring of the 
economy. Financial autonomy from the state shores up organized labor’s 
ability to influence policy. Even more important are legal prerogatives that 
organized labor had acquired by successfully confronting the state in the 
years prior to reform initiation and the experiential resources that it gained 
through such confrontations. 


LABOR ORGANIZATIONS AND ECONOMIC 
RESTRUCTURING 


In order to tease out how union interest in public sector reform is translated 
into policy-influence, I distinguish two phases of privatization programs: 
design phase and implementation phase. Organized labor can attempt to 
influence one or both phases. During the design phase organized labor may 
try to shape the scope and speed of the envisioned program, the privatiza- 
tion methods that will be employed and the prerogatives that workers will 
be granted within the program. What strategies labor chooses as it seeks 
to influence the process of privatization design will depend on the broader 
political context in which it exists. In democracies unions are more likely 
to concentrate their efforts on lobbying government officials and parlia- 
mentary deputies, making alliances with political parties sympathetic to 
labor demands and interested in unions’ electoral support, presenting al- 
ternative restructuring proposals and appealing to broader voting public 
through the media and protest actions. 
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Similar tactics are less useful in a context of limited political pluralism. 
Even if parliament and multiple political parties are present, incumbents 
are unlikely to be voted out of office during the next electoral cycle. There- 
fore, lobbying parliamentarians and threatening to shift alliances to another 
political party prior to electoral contests are unlikely to have much influ- 
ence on how government privatization proposals are formulated. More 
efficacious strategies entail direct lobbying, often behind the scenes, of 
regime officials and relying on established clientelistic networks. 

Once the program is designed and approved, organized labor can seek to 
alter the process of implementation. Although the literature on economic 
reforms generally assumes that organized labor will attempt to block re- 
structuring and sales of enterprises, labor’s reactions to privatization tend 
to be more complex. Organized labor may seek to modify the privatization 
methods employed as well as to influence the pace at which sales are re- 
alized. It is also likely to turn its attention to modifying and shaping other 
reform measures that generally accompany privatization and which are of 
immediate interest to workers, for example changes in the labor code. At 
both stages of the process organized labor can attempt to influence policies 
by staging strikes, protests and demonstrations. Through such actions it 
can signal to political leaders their preferences as well as raise the costs 
for politicians of ignoring their demands by making their dissatisfaction 
public and making appeals to broader sections of the society. 

Organized labor, however, is not a unitary actor. Union leadership and 
the rank and file often have different preferences during times of economic 
transition. This can create profound tensions within labor organizations. 
Such differences exist both in democratic and authoritarian contexts and 
can havea variety of consequences. In Poland, for instance, the differences 
between the leadership of Solidarity and its rank and file members resulted 
in the union’s varying response to economic restructuring and over time 
contributed to the decline in its membership. In Egypt policies pursued by 
the leadership of the Egyptian Trade Union Confederation (ETUC) gener- 
ated opposition among the rank and file. The lack of internal accountability 
within the Confederation and the inability of the rank and file members to 
elect different representatives pushed them to engage in protest actions not 
sanctioned and often opposed by the Confederation leaders. These unsanc- 
tioned actions, while not supported by the ETUC nonetheless provided the 
organization with a useful chip in its bargaining and negotiations with the 
regime. 


EXPLAINING LABOR INFLUENCE 


In this study, I place primary emphasis on resources and in particular 
legal prerogatives, financial autonomy, and experience gained from past 
encounters with the state, as key to a better understanding of when and 
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why organized labor is able to successfully insert itself into policy-making 
during periods of deep economic restructuring. These resources, in turn, 
emerge of the encounters between organized labor and the state in the 
decades proceeding the reform period. 

In some cases, during the pre-reform period the ruling party which re- 
lied on labor as its main base of support succeeded in constructing and 
maintaining corporatist labor institutions. In these circumstances, when 
corporatist institutions continued to perform their original functions orga- 
nized labor lacked the ability and the resources to act as an autonomous 
interest group. In other cases, however, corporatist labor organizations 
were able to successfully make demands on the state. Over time as labor 
gradually extracted more concessions state control over organized labor 
weakened and it succeeded in carving out ever-greater autonomy from 
the state. Periods of economic crises, by triggering labor mobilization and 
demands, provided windows of opportunity for labor to increasingly tilt 
the balance of power in its favor. How successful labor was in extracting 
concessions during these crises depended to a large extent on whether 
the ruling parties constructed effective mechanisms for managing internal 
disputes. In cases were such mechanisms were not developed, organized 
labor could more successfully play elite factions off each other as a way 
of extracting concessions.” More important, the types of concessions that 
the ruling parties were forced to make changed over time. Although ini- 
tially labor demands could be satisfied with substantive concessions, such 
as wage increases or expansion of benefits packages, the reoccurring eco- 
nomic crises depleted regime’s resources. Thus, fewer material resources 
existed which the party could offer to labor as payment for their continued 
political support. Financially strapped, the party often had few alterna- 
tives but to offer unions procedural concessions. Although less costly in 
the short-run, in the long-term these procedural concessions resulted in 
organized labor acquiring legal prerogatives that during the next clash be- 
tween the state and labor increasingly tilted the balance of power towards 
organized labor and away from the state. 

As a consequence of contentious encounters between organized labor 
and the state, corporatist institutions can thus weaken over time and labor 
begins to acquire important resources. Crucially, these contentious encoun- 
ters between the state and organized labor frequently revolved around is- 
sues of control over decision-making within the labor organizations them- 
selves as well as at the national level. The legal changes often involved 
guarantees that unions would have a voice in policy decisions likely to 
affect their rank and file members. They also often involved ceding respon- 
sibility for decision-making in particular issue areas to organized labor. In 
other words, the demands that organized labor made on the ruling party 
went to the very heart of the corporatist arrangements designed to en- 
sure labor’s subordination to the regime. The price of maintaining labor’s 
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political support during periods of crisis was often the long-term reduc- 
tion of the regime’s ability to control labor organizations. By gradually 
expanding the autonomous space that labor institutions enjoy, labor’s po- 
litical loyalty to the ruling party became much more difficult to enforce. 
This in turn increased the likelihood that during the next moment of crisis 
the unions were much more willing and able to demand and extract further 
concessions. 

These legal prerogatives were often accompanied by the acquisition of 
other resources. When they were acquired through a bargaining process 
with an often reluctant state, labor organizations also gained a more intan- 
gible resource of experience. Thus, organized labor that had successfully 
extracted concessions from the state became more confident in their abil- 
ity to challenge the state in the future and knew how to do so. They had 
confronted the state previously and had witnessed the state back down. 
Consequently, what once may have been perceived as regime with large 
reservoirs of repressive tactics and a willingness to use them came to be 
seen more as an opponent that could be brought to the negotiating table. By 
the same token, during subsequent encounters the ruling party was aware 
that the once submissive organized labor had gained additional experien- 
tial resources it could draw upon and knew how politically threatening 
labor unrest could be. 

Finally, the acquisition of legal prerogatives by organized labor was also 
often accompanied by the expansion of fiscal autonomy from the state, 
through for instance, greater control over the collection and expenditure of 
union dues and through the control of various profit-generating ventures, 
such as vacation resorts, housing, or, as was the case in Egypt, a bank. With 
greater financial autonomy the ability of organized labor to effectively 
confront the state grew since unions were less concerned that in retaliation 
for insubordination, the ruling party would be able to cut off all of its 
financing. Furthermore, once acquired, these resources proved difficult to 
rescind and were highly resilient even in the face of profound and far- 
reaching socio-political and economic transformation. 

In two of the cases examined here corporatist labor institutions per- 
formed their functions. Mexican and Czech organized labor became in- 
creasingly subordinated to the ruling party and less able to act indepen- 
dently. In Poland and Egypt, however, over time labor organizations won 
important concessions from the state. These concessions and the new re- 
sources that they generated meant that corporatist institutions did not 
perform their functions well and the party-state was not able to maintain 
control over labor, subordinating them to its political will. Hence, orga- 
nized labor’s ability to influence economic reform policies differed. Where 
corporatist institutions remained strong, labor views were easily ignored. 
Where they weakened, labor had the means to insert itself into the decision- 
making process. 
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In Mexico, the official unions were grouped within the Labor Congress 
(CT). The main official union federations the Confederation of Mexican 
Workers (CTM), the Revolutionary Confederation of Workers and Peasants 
(CROC) and the Mexican Regional Labor Confederation (CROM) over time 
became increasingly subordinate to the regime. The largest, CTM, became 
firmly incorporation within the structures of the ruling party (the Insti- 
tutional Revolutionary Party, PRI). The PRI established effective mecha- 
nisms for managing internal conflicts making it difficult for organized la- 
bor to appeal to different party factions as a way of extracting concessions. 
At the same time, the regime initiated a policy of directly intervening in 
union affairs in order to ensure that any dissident voices within the labor 
movement would be quickly silenced and/or replaced by more compli- 
ant leaders. This strategy, charrismo, proved very successful in preventing 
the emergence of independent-minded union leaders (Collier and Collier, 
1991: 416). Furthermore, already by the 1950s close to 60 percent of CTM’s 
monthly income came from the state (Middlebrook, 1995: 101). Its increas- 
ing financial reliance on the PRI meant that CTM became less able to affect 
political and economic decisions. 

In Czechoslovakia prior to the transition trade unions had no indepen- 
dence from the Communist party. Their primary function was to increase 
worker productivity. Aside from promoting shop floor innovations, the 
unions concentrated on providing its members with cultural and recre- 
ational facilities and assisting them financially in times of need. Although 
during the 1968 Prague Spring it seemed that unions would be able to 
acquire important legal prerogatives that would make them more au- 
tonomous from the party, once the reformist movement was crushed, the 
Communist party firmly re-established its control over labor organiza- 
tions and devised powerful mechanisms to suppress factionalism within 
the party (Evanson, 1985; Porket 1986). It was only during November 1989 
that grass-roots workers committees began forming in support of the Vel- 
vet Revolution. Thus, when the new democratic government took power, 
organized labor had few legislative, financial or experiential resources to 
draw upon. 

In Poland and Egypt, on the other hand, labor gradually extracted sig- 
nificant concessions. As the economic conditions in Poland and Egypt 
worsened, both regimes had fewer material resources and were therefore 
less able to offer substantive concessions in the form of higher wages, 
benefits and subsidies. Increasingly they were forced to turn to proce- 
dural concessions in order to diffuse labor protests and found it diffi- 
cult to abrogate these procedural concessions once the immediate crisis 
was over. Economic crises also tended to exacerbate divisions within both 
ruling parties and the lack of effective conflict management mechanisms 
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provided organized labor with a favorable environment to extract 
concessions. 

In Poland the relationship between workers and the state was punctu- 
ated by anumber of confrontations, with the most serious conflicts erupting 
in 1956, 1970, 1976 and 1980-1981. The last of these confrontations proved to 
be a watershed in party-labor relations, resulting in significant procedural 
concessions to labor. One of its central demands of Solidarity, the indepen- 
dent trade union legalized in 1980, was the establishment of meaningful 
worker self-management of enterprises. In September 1981, the parliament 
approved the law on state enterprises and workers self-management which 
gave workers’ councils control over daily operation of state firms as well as 
the right to hire and fire the company director. Likewise, the trade unions 
law adopted in 1982 reflected the regime’s recognition that it had to extend 
far-reaching procedural concessions to labor if workers were to remain 
quiescent. The new law gave unions the right to evaluate and participate 
in government decisions that affected the rights and interests of workers. 
Solidarity was never financially dependent on the state and was able to 
tap into additional financial resources after it was delegalized. During the 
1980s it received millions of dollars from such organizations as the Soros 
Foundation, the National Endowment for Democracy, the AFL-CIO, and 
the CIA. Thus, at the time of the political transition in 1989, Polish labor or- 
ganizations had important legal prerogatives at their disposal that enabled 
them to play a significant role in the debates about public sector reform, 
had significant financial autonomy from the state and could draw upon a 
long history of successfully confronting the state (Curry and Fajfer, 1996). 

Although the Egyptian regime viewed labor as one of its main pillars of 
support, since the 1952 revolution the relationship between workers and 
the state was often tense and, as in Poland, punctuated by confrontations 
between workers and the state. The most significant of these took place in 
during the 1970s. At the time, President Sadat was interested in consolidat- 
ing his political position by both redirecting Egyptian economic policies 
and reforming the ruling Arab Socialist Union party. Both moves set him 
on a collision course with organized labor. The ETUC was suspicious of 
his plans for disbanding the party and replacing it with three political 
platforms and of the proposed economic liberalization (infitah) policies. 
In order to maintain their support, Sadat extended significant procedural 
concessions. In particular, the ETUC gained the right to participate in all 
government decisions concerning any policy changes that were likely to 
have economic and social impact on workers, to have input into designing 
such policies, and assist in their implementation. These concessions were 
reflected in the revised trade union law of 1976 (‘Adli, 1993). How signifi- 
cant these concessions were became clear in 1977 when in January subsidy 
cuts sparked widespread protests and rioting. Although the ETUC did 
not approve of the protesters’ tactics, it also strongly condemned the price 
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increases and demanded that Sadat include the Confederation in decision- 
making process as promised earlier. Sadat conceded, thus signaling that 
the changes in law had real meaning. In addition in order to entice ETUC 
to support infitah, policies, Sadat encouraged the Confederation to expand 
its financial activities and make use of the new opportunities provided by 
the less regulated market. Through its various investments and its own 
bank, the ETUC acquired a measure of financial autonomy from the state. 


THE REFORM EXPERIENCE 


The different resource-base of organized labor in the four cases shaped its 
ability to influence privatization policies. In Poland and Egypt, organized 
labor had acquired substantial financial autonomy from the state and more 
important, legal prerogative and historical experience of successfully con- 
fronting the state which enabled it to play a significant role during policy 
debates. In Mexico and the Czech Republic where organized labor became 
increasingly subordinated to the state, had little financial autonomy, lacked 
the experience of successfully contesting state policies and had few mean- 
ingful legal prerogatives unions found it difficult to influence the process 
of privatization design and implementation (Table 3). 

In Poland, thanks to the resource it had acquired prior to the 1989 political 
transition, organized labor emerged as an influential player during the 
first decade of public sector reform. Especially important were the legal 
prerogatives organized labor gained through the concessions the ruling 
party was forced to make during 1980s. These gave the workers’ councils 
in enterprises direct role in day-to-day management of the firms and a 
legal claim to ownership of these firms. In addition, the long history of 
confrontations between labor and the state meant that organized labor 
had extensive experience in organizing and pushing forward its agenda. 

The government public sector reform plan, submitted to the parlia- 
ment in spring 1990 envisioned two main privatization strategies: cap- 
ital privatization would entail first turning state firms into joint-stock 
companies, restructuring, valuating and then selling them through auc- 
tion and public offers; privatization through liquidation would entail sell- 
ing of all or part of the company assets or leasing them with the leasee 
agreeing to eventually purchase the company. Workers could purchase 
up to 20 percent of their companies’ shares on a preferential basis. The 


Table 3 Resources and policy influence 


Resources won pre-reform Labor influence Lack of labor influence 


Yes Poland, Egypt — 
No = Mexico, the Czech Republic 
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responsibility for initiating privatization procedures would rest with the 
state and founding bodies of enterprises. The parliament was to play a lim- 
ited role during the process of public sector sell-off, with the overall over- 
sight of the program resting with state agencies (Gomulka and Jasinski, 
1994). 

Organized labor reacted negatively to the government proposal 
(Stenogram Sejmowy, 5 April, 1990: 30; Tygodnik Solidarnosé, 4 April, 1990). 
Union representatives made this opposition clear during testimonies 
before various parliamentary committees and ensured that supportive 
deputies presented an alternative privatization proposal for debate.’ This 
counter-proposal anticipated a greater variety of privatization methods, 
put larger emphasis on the employee buy-out schemes, accepted the pos- 
sibility of collective ownership and more broadly argued for greater social 
control of the whole process (Batowski, 1998: 155). One of the main points 
of contention was the ownership of public sector firms. The government 
argued that these companies were state property and the state had the 
right to privatize them. Organized labor, on the other hand, argued that 
within existing legal framework the state’s ownership was far from clear 
and that workers’ councils could make an equally strong ownership claim 
(Dabrowski et al., 1991). 

The final version of the privatization program represented a major vic- 
tory for labor and a vindication of its legal arguments concerning firm own- 
ership. Initiative for commencing privatization procedures would not be 
the sole prerogative of state agencies, as the government wanted. Rather, 
enterprise-level institutions, and specifically the directors and workers’ 
councils, would be able to initiate restructuring and privatization proce- 
dures and to decide on the privatization path for their enterprise. Only 
with the transformation of the firm into a joint-stock company, would the 
workers’ council cease functioning and workers would instead have rep- 
resentation on the board of supervisors. In cases in which privatization 
initiative came from the state, the workers’ council and the management 
of the company had to agree to begin restructuring procedures. Without 
the approval of the council, sale of the company could not move forward.° 

Organized labor thus managed to significantly modify the privatization 
program during the design phase. In large part they were able to do so 
thanks to the legal prerogatives and the experience of successfully con- 
fronting the state they had acquired prior to reform initiation. Organized 
labor played an equally significant role during the implementation phase. 
In the first years of reform both trade unions and workers’ councils did little 
to block restructuring of enterprises and in many cases were active promot- 
ers of these changes (Bienkowski, 1992). At the national level, Solidarity 
trade union extended a ‘protective umbrella’ over the reforms, containing 
strike activities and promoting enterprise restructuring. The other large 
union federation, the OPZZ (The National Confederation of Trade Unions), 
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while not actively engaged in promoting economic transformation, also 
expressed support for reforms. 

Organized labor became more tenuous once the pain of economic 
changes began to be felt. OPZZ was the first to openly criticize the reforms. 
Once Solidarity’s backing of the restructuring measures began depleting 
its membership rolls, it also took a more oppositional stance (Gardawski 
and Zukowski, 1994). With union attitudes changing and workers’ coun- 
cils more reluctant to approve restructuring measures, the pace of sales of 
state firms slowed. 

The change in organized labor’s stance and the key role of workers’ 
councils in initiating privatization procedures pushed the government to 
rethink its public sector restructuring strategies. In July 1992 during ne- 
gotiations over the State Enterprise Pact, the government in an attempt 
to regain their support, offered workers free shares in privatized compa- 
nies, additional representation on company boards of supervisors and a 
special fund to finance workers benefits (Baczkowski, 1995). These pro- 
posals became part of the Commercialization and Privatization Act signed 
in August 1996. The new law increased the ability of workers’ councils to 
initiate commercialization and privatization process and allocated 15% of 
shares to workers at no cost. It also expanded workers’ representation on 
supervisory boards of companies from one-third to two-fifths. A Tripartite 
Commission was created and was to serve as a permanent forum for nego- 
tiations on wage increases. The new law, however, did little to accelerate 
the pace of sales or to make the process less contentious during the reforms 
first decade. Polish organized labor thus managed to significantly influence 
the process of privatization design and implementation. It did so to a large 
extent thanks to the concessions that the pre-transition regime granted to 
labor in the years prior to the 1989 transition. These provided organized 
labor with important legal prerogatives as well as experiential resources. 
Solidarity’s history of financial independence from the state made it all the 
more able to confront government policies it disagreed with. 

In Egypt organized labor employed different strategies to influence pol- 
icy reform. As the regime sought to liberalize the economy, it began re- 
treating from the political liberalization experiment of the 1980s. Despite 
growing political repression, organized labor was able to modify the pri- 
vatization program during the design phase and shaped other pieces of 
legislation directly affecting the pace of sales. In engaging the state, orga- 
nized labor made effective use of the concessions granted by Sadat during 
1970s that gave unions a direct say in policy-making. In addition, the long 
history of workers’ protests and in particular the bloody confrontation in 
1977 meant that labor could use regime’s concern about maintaining po- 
litical stability.° 

The strategies employed in resisting privatization were a reflection of 
the structure of the Egyptian labor movement. The ETUC was involved in 
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direct negotiations with the government over policies that affected the rank 
and file. At the same time and without ETUC approval or support, restruc- 
turing measures also came up against enterprise-level labor opposition. 
Although these protest actions tended to be expressions of particularistic 
grievances at individual enterprises rather than coordinated challenges to 
government decision-making, nonetheless as their frequency grew they 
made the implementation of economic restructuring policies politically 
difficult due to regime’s fear of social unrest.” 

Although the issue of public sector reform was on the government's 
agenda since the mid-1970s, until 1991 the various government proposals 
met with a quick demise because of organized labor opposition (Pripstein 
Posusney, 1992, 1997). Although by the 1990s the ETUC accepted that pub- 
lic sector reform was inevitable, it did not embrace privatization. The first 
confrontation between the ETUC and the government erupted in the sum- 
mer of 1991 over the adoption of Public Enterprise Law (Law 203). The 
law sought to increase the autonomy of public firms, reduce state inter- 
ference in their day to day operations, and ensure that the public and the 
private sector functioned according to the same legal principles. State firms 
would now be controlled by Holding Companies which would draw up 
restructuring plans for their affiliates and prepare them for sale to private 
investors. The draft was greeted with hostility by organized labor which 
feared that it would reduce public sector workers’ prerogatives, includ- 
ing profit-sharing schemes and representation on the board of directors. 
Adopting the new law without ETUC’s approval was difficult given Con- 
federation’s legal ability to participate in crafting policies affecting labor. 
Furthermore, both the government and the ETUC were aware that or- 
ganized labor had successfully confronted the state in the past over the 
direction of economic policies. Rather than incur the high political cost of 
ignoring labor demands, the government began negotiations with union 
representatives (Al-Ahram al-Iqtisadiy, 29 July, 1990). 

Thanks to these negotiations the ETUC was able to extract a number 
of significant concessions. Most important were guarantees against mass 
layoffs, additional protections of health and pension insurance coverage, 
retention of profit-sharing scheme for workers, and the guarantee that only 
the adoption of a new labor code could override these provisions (Al-Ahali, 
13 November 1991, 27 November 1991). These guarantees meant that the 
ETUC continued to have substantial say in how the privatization process 
was implemented. 

The ETUC also made use of their legal prerogative to participate in 
policy-making during negotiations over labor code reform. The govern- 
ment was concerned that the lack of flexibility of labor regulations was 
discouraging foreign investors from entering the Egyptian market.® The 
private business sector also disliked the existing labor law. Although strikes 
were illegal, the law also made dismissing workers extremely difficult 
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and thus constrained employers’ ability to manage their companies (Galal, 
1996: 12-3; IBTCI, 1997: 109). Unions, however, opposed changing the labor 
code in ways that would undermine job security provisions.’ 

The Unified Labor Law was first proposed in 1993 and the government 
anticipated that the legislation would pass quickly through the parliament 
(Pripstein Posusney, 1995). However, it took a full decade for the parlia- 
ment to vote on the new code.’ The two issues that generated the most 
controversy during negotiations between the government, unions and the 
business sector were the right to strike and the issue of worker dismissal 
(Paczynska, 2006). 

Negotiations over the early retirement scheme were equally contentious. 
Although the plan was on the drawing boards since the early 1990s, it was 
not until 1997 that serious negotiations over the program began (Al-Ahram, 
27 January 1997). The ETUC succeeded in ensuring that the compensation 
package would be higher than the government originally proposed and 
that the program would be strictly voluntary.''! Thus, organized labor’s 
activism and in particular its reluctance to embrace the privatization pro- 
gram significantly slowed the pace of sales. At the same time, the pro- 
longed discussions over the adoption of a new labor code and the early 
retirement program made it more difficult for the government to attract 
anchor investors. Labor was able to influence the policy-making process 
in large part thanks to the concessions granted to the ETUC during Sa- 
dat’s presidency which gave the ETUC the right to participate in gov- 
ernment decisions that affected its rank and file members. The growth 
in financial assets of the Confederation also made it a more formidable 
negotiating partner since it gave the ETUC greater autonomy from the 
regime. Furthermore, the history of past labor protests were a constant re- 
minder to the regime of how politically threatening labor opposition could 
be. 

In the Czech Republic, on the other hand, organized labor had little 
input into the process of design and implementation of privatization. Al- 
though trade unions were restructured following the fall of the Communist 
regime, there was much organizational and leadership continuity in the 
new Czechoslovak Confederation of Trade Unions (CSKOS).'* The changes 
also did little to shore up unions’ reputation and workers continued to have 
little faith in their efficacy. The CSKOS itself had little experience in orga- 
nizing and few resources that it could draw upon in confronting the state. 

Following the collapse of the communist regime, the new parliament 
quickly approved the economic restructuring package and reforms went 
into effect on January 1, 1991. According to the reform plan privatization 
was to be rapid with a distribution of share vouchers to all adult citizens, 
with no preferential treatment of public sector employees (Kupka, 1992; 
Mladek, 1995: 125). Enterprise restructuring would then be undertaken by 
new owners. 
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Trade unions were not opposed to privatization in principle. However, 
they were concerned about the potential impact of public sector sell-off 
on employment and job security. At the same time that the government 
mass privatization project was sent to the parliament for consideration, the 
CSKOS submitted its own proposal. Most important, the unions wanted 
to guarantee a significant percentage of privatized company shares for 
workers. However, there was little support within the parliament for the 
union position, with only Communist party members backing the proposal 
(Appel, 2000). In the final legislation only five percent of shares were re- 
served for workers. During the program’s implementation the percentage 
allotted was even lower. 

Unions proved equally powerless to influence the process of privatiza- 
tion implementation. Voucher privatization was executed in two stages 
in 1993 and 1994. Although unions were increasingly concerned about 
the deteriorating living standards they were unable to affect the pace 
of divestitures or to shape other reforms, in particular the new labor 
code. The Tripartite Council which was to facilitate government-business- 
labor negotiations also proved to be a source of frustration to unions 
which felt that the government treated the Council as a rubber stamp 
for decisions already taken. With little history of successfully confronting 
state policies organized labor’s threats of strikes and demonstrations 
did little to influence the process of reform implementation (Pollert, 
2001). 

Mexican organized labor was also unable to shape the process of pri- 
vatization design and implementation. Here, alongside official unions af- 
filiated with the ruling PRI, there were unions promoted by employers 
who did not want official unions in their enterprises. These so-called 
white unions were tolerated by the state. There were also independent 
unions, known as democratic, located predominantly among university 
employees. 

Unions were concerned about the economic crisis and when the reform 
program began during the de la Madrid administration (1982-1988), the 
official unions backed the government. However, CTM made its support 
conditional on the government’s promise to maintain adequate minimum 
wages. Its willingness to abandon that pledge was a harbinger of the dif- 
ficulties organized labor would face when attempting to influence priva- 
tization policies. 

The economic reform package entailed both stabilization and structural 
adjustment measures. As in the other three cases, privatization of the public 
sector was at the center of the restructuring program. However, unlike in 
the Czech Republic, de la Madrid and Salinas (1982-1994) administrations 
believed that state firms needed to be restructured regardless of whether 
they would eventually be privatized or not. This meant that the manage- 
ment and financing of state firms, and labor-management relations would 
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be reformed (Nash, 1991).These restructuring plans set unions and the 
government on a collision course. 

Despite the long and close relationship between the official labor unions 
and the ruling PRI, the de la Madrid and Salinas administrations did not 
consult the unions during the process of privatization design. Despite in- 
tense lobbying CTM, lacking financial autonomy and with little experience 
of successfully confronting the state was unable to ensure that provisions 
offering protection to employees of privatized companies would be in- 
cluded in the program (Salinas-Leon, 1996). 

CTM initially responded with caution and was unwilling to mount an 
outright opposition to the program’s implementation (Middlebrook, 1995). 
Some independent union organizations and official union locals did on oc- 
casion resist restructuring plans. However, the government was prepared 
to ignore such opposition and, if necessary, crush it. It also made extensive 
use of constitutional provisions that permitted the Conciliation and Arbi- 
tration Board to declare a strike illegal or nonexistent as a way to break 
union resistance. When this did not silence labor opposition, the govern- 
ment would threaten to either close the company down or to declare it 
bankrupt and proved willing to carry out the threat. In some cases strikes 
were put down by the police and the army (Teichman, 1995: 113-4). 

The worsening economic situation and the government's backtracking 
on a number of agreements made with the official unions, increased crit- 
icism among the lower levels of the official union hierarchy and the rank 
and file (Alvarez Bejar, 1991). To preserve its members’ loyalty, the CTM 
and CT decided to take a more critical stance, demanding that the govern- 
ment rethink its restructuring policies. This shift in official union position 
did little to change policy. Rather than give into union demands, the de la 
Madrid administration went on the offensive, increasing efforts to further 
divide the labor movement and crush it when necessary (Durand Ponte, 
1991). Salinas was even less willing to cave into union demands.!% Despite 
its inability to shape the design and implementation of public sector reform 
policies, the CTM and CT, dependent as they were on the PRI for finan- 
cial resources, were never prepared to completely break their traditional 
alliance with the party and join forces with the independent unions. The 
PRI for its part was well aware of this union dependence on the party and 
saw little reason to yield to labor pressure. 


CONCLUSION 


Globalization and economic restructuring programs have had a profound 
impact on various social groups. How have those social groups responded 
to these changes? And to what extent have they been able to shape the 
policies of concern to them? Although organized labor may have lost much 
as a consequence of the move to a market economy, these real and profound 
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loses should not obscure the fact that workers have attempted to shape 
those policies that so directly affect their lives. The desire to shape policies, 
however, has not always translated into influence. 

This article has argued that to more fully understand the ability of labor to 
influence economic reforms during initial years of restructuring it is useful 
to consider the historical patterns of state-labor interaction. These interac- 
tions shape the resources, and especially legal prerogatives, experience of 
confronting the state, and financial autonomy that organized labor brings 
to the policy making and implementing processes as structural reform be- 
gins. In some cases, prior to reform initiation organized labor acquired 
these resources and was therefore able insert itself into policy debates and 
influence restructuring policies. In other cases, organized labor traveled 
along a different trajectory, leaving it with few resources to contest the 
proposed changes. 

Although this paper has focused on only one aspect of economic reforms, 
privatization, and one interest group, organized labor, the conclusions that 
emerge from this study and their implications for our understanding of 
state-society relations are broader. Most important, it suggests that history 
matters because the past interactions between the state and social groups 
influence the resources that both have at their disposal during their fu- 
ture encounters. Even dramatic breaks with the past do not mean that new 
governments are working with a blank slate. By looking at the resources 
that both the state and interest groups bring to the table when fundamen- 
tal policy changes take place, we can better understand what the relative 
power between the two is likely to be. The resources that interest groups 
can draw on do not pre-determine the choices they make in responding 
to economic changes. However, these resources help explain the ability of 
interest groups to affect and shape economic restructuring policies since 
they affect the relative power between them and the state. 

This study also suggests that it is difficult to establish the strength of 
a particular interest group without reference to the other actors that the 
interest group encounters. In other words, strength and weakness are not 
absolute qualities but rather are relative and relational. The power of the 
labor organizations, business groups or agricultural associations can only 
be gauged when it clear who their interlocutors are. Similarly, the strength 
of the state can only be established by knowing which groups the state is 
interacting with. Depending on the historical patterns of interaction be- 
tween the state and different social groups, the balance of power between 
them will differ. Thus, when economic restructuring begins, different social 
groups are likely to have different capacity to shape reform measures. 


NOTES 


1 Research for this article was made possible by funding from the Social Sci- 
ence Research Council, International Research and Exchange Board, and the 


351 


REVIEW OF INTERNATIONAL POLITICAL ECONOMY 


American Council of Learned Societies. I would like to thank Marsha Prip- 
stein Posusney, Samer Shehata, David Waldner, Terrence Lyons, Nicola Pratt, 
and three anonymous reviewers for their comments on earlier versions of this 
article. 

2 Fora discussion of why some regimes are better able to construct corporatist 

labor institutions, see A. Paczynska Confronting Change: State, Labor, and the 

Transition to a Market Economy, forthcoming, University Park, PA: Penn State 

University Press, 2008. 

Author interview with a labor consultant, Cairo 1998. See also R. Bianchi (1989). 

See transcript of the meeting of the Budget and Finance Committee, Jan. 4-5, 

1990, when labor representatives testified concerning their views of the eco- 

nomic reform program. Kancelaria Sejmu, Biuletyn, BPS/212, X Kadencja. 

5 Asa former Deputy Minister of Privatization put it, ‘privatization did not so 
much entail getting the state out of enterprises, but rather getting worker self- 
management out of them’. Author interview, Warsaw, April 27, 1999. 

6 Author interview with World Bank official, Cairo 1998. See also the World Bank 
(2004). 

7 Author interview with an USAID consultant, Cairo 1998. 

8 Author interview with Office of Public Enterprise official, Cairo 1998. 

9 Author Interviews with labor activists, Cairo 1998. 
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The law finally passed in 2003. 

Although the program is voluntary there are credible reports that workers are 

often being pressured to take early retirement. 

12 In this paper I am focusing only on the Czech Republic and not the Slovak 
Republic since during the first decade following the political transition in 
Czechoslovakia very few economic reforms were attempted in the latter. 

13. At one point CTM proposed an alternative program that emphasized price- 

index wage increases, improved worker profit-sharing arrangements and na- 

tionalization of the food products industry. 
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